
Request approval for the Department of Mental Health to extend the date upon which it will initiate 
the recovery of certain Cash Flow Advance funds owed by Legal Entity Contractors for Fiscal Years 
2009-10, 2010-11 and 2011-12 and defer collection of remaining balances until the completion of the 
State Short-Doyle/Medi-Cal Cost Report Reconciliation and Settlement for the applicable fiscal year. 

SUBJECT

July 03, 2012

The Honorable Board of Supervisors
County of Los Angeles
383 Kenneth Hahn Hall of Administration
500 West Temple Street 
Los Angeles, California 90012
 
Dear Supervisors:

APPROVAL OF PARTIAL DEFERMENT OF REPAYMENT OF CASH FLOW ADVANCES FOR 
LEGAL ENTITY CONTRACTORS AND AUTHORIZATION TO EXTEND THE DATE FOR 

INITIATING RECOVERY OF CASH FLOW ADVANCE FUNDS FOR FISCAL YEARS 2009-10, 
2010-11 AND 2011-12

(ALL SUPERVISORIAL DISTRICTS)
(3 VOTES)

IT IS RECOMMENDED THAT YOUR BOARD:

1. Authorize the Director of Mental Health (Director), or his designee, to initiate Cash Flow Advance 
(CFA) recovery from Legal Entity (LE) Contractors for Fiscal Year (FY) 2009-10 based on unearned 
CFA determined from the analysis of their FY 2009-10 Short-Doyle/Medi-Cal (SD/MC) Cost Reports, 
and to defer recouping a portion of such CFA funds determined to have been likely earned by LE 
providers until the State’s completion of the FY 2009-10 State SD/MC Cost Report Reconciliation 
and Settlement, which is anticipated to be in FY 2012-13.

2. Authorize the Director, or his designee, to delay the initiation of recovery of FY 2010-11 and FY 
2011-12 CFA from LE Contractors and if necessary, defer recouping a portion of such CFA funds in 
amounts to be determined after said LE Contractors submit their FY 2010-11 and FY 2011-12 
SD/MC Cost Reports or after the State’s completion of the FY 2010-11 and FY 2011-12 State 



SD/MC Cost Report Reconciliation and Settlement, which are anticipated to be in FY 2013-14 and 
FY 2014-15, respectively.

PURPOSE/JUSTIFICATION OF RECOMMENDED ACTION

The purpose of the recommended actions are to waive certain contractual provisions pertaining to 
the CFA, which are funds advanced in anticipation of services by Department of Mental Health’s 
(DMH) LE providers, in order to avoid the potential immediate and severe negative financial impact 
on the LE providers, to reduce the potential for significant service reduction to clients, and to account 
for statutory allowances related to the processing of claims at the close of a fiscal year. 

Under the SD/MC program, all LE Contractors use cost reimbursement methodology and are paid 
based on provisional rates, with final payment determined at the time of the State’s SD/MC Cost 
Report Reconciliation and Settlement.  Final payment is determined based on the final rates related 
to the contractor’s actual costs.  When the provisional rates used for payments during the fiscal year, 
are lower than a Contractor’s actual costs, DMH’s internal financial records will indicate an 
outstanding CFA until the reconciliation and settlement process is completed. 

Until FY 2007-08, the LE Agreement did not specifically address when DMH would recover CFA 
funds from LE Contractors.  DMH’s practice was to wait until the completion of the State SD/MC Cost 
Report Reconciliation and Settlement to recover any amounts still owed by the LE Contractors.  This 
was primarily due to the fact that historically contractors would ultimately earn most or all of these 
funds at the time of the SD/MC Cost Report Reconciliation and Settlement, although DMH’s internal 
accounting records indicated an outstanding CFA balance. 

In FY 2007-08 the LE Agreement language regarding the CFA recovery was changed and called for 
the CFA amounts shown as outstanding as of September 30 of the following fiscal year to be 
recovered in accordance with the LE Agreement provision related to the recovery of amounts owed 
to the County.  The language governing the recovery of amounts owed requires that recovery begin 
after DMH sends written notice to the contractor of the amount owed. 

DMH determined that the September 30 date specified in the LE Agreement does not accommodate 
the full adjudication of claims through the State because approvals of SD/MC claims may continue 
for one year or more after the end of the fiscal year.  Indeed, DMH was still receiving approved 
SD/MC claims for some providers for FY 2009-10 services in November and December of 2011.  
Therefore, DMH has deferred sending written CFA recovery notices to the contractors until it 
determined the actual amounts that would be unearned based on all approved claims.

In the interim, DMH staff performed a preliminary analysis to estimate the likely FY 2009-10 
settlement amounts based on the contractor’s submitted SD/MC Cost Reports for FY 2009-10. The 
SD/MC Cost Reports, which determine the ultimate amounts that will be owed to the County or paid 
to the Contractors at the time of the SD/MC Cost Report Reconciliation and Settlement, indicate that 
nearly three-quarters of the CFA shown as outstanding on DMH’s internal records will ultimately be 
earned by the Contractors.

As the ultimate amount earned by the contractors is based on actual costs incurred in delivering the 
services, repayment of CFA that has, in fact, been earned would have an adverse impact on the 
financial position of the contractors in that they have already incurred the expense.  Accordingly, the 
recommended action would allow DMH to request repayment only of the CFA portion that, based on 
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the preliminary analysis, has been determined to exceed the amount that will be ultimately owed to 
the contractors for FY 2009-10.  The estimated amounts are provided in Attachment I.

In addition, the recommended action would allow DMH to use a similar methodology for the recovery 
of CFA in FY 2010-11 and 2011-12.  Accordingly, DMH is requesting your Board’s approval to take 
the same action for FY 2010-11 and FY 2011-12 contractors’ CFA balances as requested for FY 
2009-10.  DMH staff will perform a preliminary settlement analysis based on FY 2010-11 and FY 
2011-12 SD/MC Cost Reports and defer collection of any amounts of CFA that are determined to 
likely be earned by the contractors until the FY 2010-11 and FY 2011-12 SD/MC Cost Report 
Reconciliation and Settlement is completed.

Implementation of Strategic Plan Goals
The recommended Board actions are consistent with County Strategic Plan Goal 3, Integrated 
Services Delivery.

FISCAL IMPACT/FINANCING

There is no net County cost impact associated with the recommended actions. However, as 
reimbursement from federal and State funding is also based on the provisional rates utilized to 
adjudicate and pay contract providers, there will continue to be a negative impact on the County’s 
cash flow position as DMH will not receive the State and federal funds to offset the deferred CFA 
until after the State completes the SD/MC Cost Report Reconciliation and Settlement process. 

DMH believes that contractors will ultimately earn part of the CFA amount. Recovery of the adjusted 
CFA amounts reduces the potential adverse impact on the quality and quantity of services provided 
by the contractors. It will mitigate the need for contractors to reduce expenditures further. 
Contractors will not have to absorb any negative financial impact related to recouping funds that 
have been earned through actual expenses. 

Deferring the recovery of estimated amounts earned by the contractors places the cash flow burden 
created by the contractors’ provisional rates being too low on the County instead of the contractors to 
the extent that the deferred amounts will ultimately be reimbursed by State or federal funds. Based 
on the gross contract funding, it is anticipated that the deferred amounts will ultimately be reimbursed 
by the federal and State revenues. 

For FY 2009-10, the estimated earned amount of $15.2 million is being requested to be deferred.  
The amount to be recovered from the LE contractors is $4.8 million.  Upon your Board’s approval of 
this Board letter, DMH would begin collection of the $4.8 million.  The amounts are not known for FY 
2010-11 and FY 2011-12 since the cost reports for those fiscal years have not been completed.  
Once the cost reports are complete, DMH will complete the analysis of the earned/unearned 
amounts and begin recovery of funds from the providers.

FACTS AND PROVISIONS/LEGAL REQUIREMENTS

CFA is a disbursement of funds to the contractor for working capital purposes.  Such advances are 
fiscal year specific and are made to provide funds for the contractor to operate during the period of 
time from the delivery of the services to the DMH payment of the claims.  CFA is contractually 
restricted to the mental health programs.  Earned interest, if any, is required to be expended on 
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mental health programs.  The recovery of the CFA is made as either offsets to the contractor’s 
reimbursement claims or by cash repayment. 

The DMH LE Agreement beginning in FY 2007-08 specified that repayment of CFA to DMH is to be 
made no later than September 30 following the close of the fiscal year and that any outstanding 
amount would be recouped by DMH in accordance with the LE provision related to the Repayment of 
Amounts Owed to the County.  However, the September 30 date specified in the LE Agreement did 
not take into account the fact that claims could be submitted to and approved by the State for up to 
12 months after the close of the fiscal year. 

In FY 2009-10, the language related to the CFA provisions in the LE Agreement, which the Board 
approved on June 9, 2009, was modified to provide additional clarification of how repayment will be 
handled.  In addition, these modifications allowed for more rapid adjustment of provisional rates 
during the fiscal year allowing DMH and contractors to better align amounts paid during the fiscal 
year with actual costs.  The implementation of these and other changes in the financial provisions of 
the LE Agreement reduced discrepancies in the amounts that are paid to the contractor during the 
fiscal year and the amounts ultimately earned.  As a result, the outstanding CFA amounts and the 
delay in receiving State and federal funding have been reduced.  

DMH further modified the LE Agreement for FY 2012-13 to reflect the recommended methodology 
for recouping unearned CFA funds from LE providers.  This will further reduce the need to return to 
the Board for such authority in the future.

IMPACT ON CURRENT SERVICES (OR PROJECTS)

The recommended actions are intended to reduce potential negative impacts on client services that 
may result from recouping CFA that has been earned by the providers during a time when most 
providers will be required to reduce services as a result of declining funding attributable to the 
current economic climate.  By adjusting the amount of recovery of the CFA to reflect the amount 
DMH ultimately believes the contractors will earn, potential adverse impacts on the quality and 
amount of client services being provided by the contractors will be mitigated by avoiding the need for 
contractors to reduce expenditures further to absorb the financial impact of recouping funds that 
have been earned through actual expenses.
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MARVIN J. SOUTHARD, D.S.W.

Director of Mental Health

Enclosures

c: Chief Executive Officer
County Counsel
Auditor-Controller
Executive Officer, Board of Supervisors
Chairperson, Mental Health Commission

Respectfully submitted,

MJS:MM:KN:RK:pd
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